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A grievance may arise from any number of causes ad- 
versely affecting the mental attitude of the worker toward 
his job. Grievances usually arise among discontented and 
maladjusted people. The causes and types vary, and may 
be real or imaginary. 

Basically, the drive for economic security and ad- 
vancement are the fundamental sources of dissatisfac- 
tion in industry. It is needless to say that sometimes the 
investigation of an imaginary grievance will point to 
some real source of dissatisfaction. 


I. WORKERS’ GRIEVANCES AND COMMON 
CAUSES* 


A. Wages: 


(1) Demand for individual wage adjustment. 
Cause: The worker feels that: He is not getting what 
he is worth. He gets less than other people doing work 
requiring the same degree of skill. 


(2) Complaints about job classification. Cause: The 
worker feels that : His job is worth more than it pays and 
should be reclassified. He deserves to be upgraded. 


(3) Complaints about incentive systems. CausE: 
The worker feels that: The method of figuring his pay 
is so complicated that he doesn’t know what his rate real- 
ly is. His piece rates are too low. His piece rates are cut 
when his production increases. 


(4) Miscellaneous. Cause: The worker feels that: 
Mistakes are made in calculating pay. Methods of paying 
off are inconsiderate. 


B. Supervision: 


(1) Complaints against discipline. Cause : The worker 
feels that: Foreman doesn’t like him and picks on him. 
Company has it in for him because he’s active in union. 
His mistakes are due to inadequate instruction. 


(2) Objection to a particular foreman. Cause: The 
worker feels that: Foreman is playing favorites. Fore- 
man is trying to undermine union. Foreman ignores 
complaints. 


(3) Objection to general method of supervision. 
Cause: The worker feels that: There are too many rules 
and regulations. Rules and regulations are not clearly 
posted. Supervisors and/or time-study men do too much 
snooping. 

(Continued on page 11) 
* Typical examples listed without reference to frequency. 
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THE CAPITAL-GAINS TAX 


Epitor’s Note: This is the fourth chapter of a study 
by Professor Burrell. Next month’s chapter will deal 
with the personal income tax. 


uc Ec 


Capital gains and losses are the gains and losses real- 
ized through sale or taxable exchange of capital assets. 
The definition of a capital asset is not difficult, although 
the application of the definition to specific assets of spe- 
cific taxpayers is sometimes difficult. A capital asset is 
any property held except: (1) stock in trade or property 
held primarily for sale to customers, (2) depreciable 
property or real estate used in a trade or business, (3) 
Federal, state, and municipal obligations issued after 
March 1, 1941 on a discount basis and payable without 
interest at a fixed maturity date. Whether or not a par- 
ticular asset is a capital asset depends upon who owns it. 
Stocks and bonds and land are generally capital assets. But 
stocks and bonds owned by a dealer in securities and held 
for sale to customers represent stock in trade and hence 
are not capital assets. Likewise land held by a real-estate 
dealer primarily for sale to customers is not a capital 
asset. Real property not used in a trade or business, for 
example the personal residence’ of a taxpayer, is a capital 
asset. Real property used in a trade or business, for ex- 
ample land and buildings, is not a capital asset. 

Property held for the production of income but not 
used in a trade or business is a capital asset ; but it is not 
always easy to determine whether or not property is in 
fact used in a trade or business. The renting of a single 
parcel of real estate does not constitute a trade or busi- 
ness* Lut the ownership of rental properties by an indi 


(Continued on page 2) 
1 The profit on the sale of a personal residence is taxable, but 


a loss is not deductible even against other capital gains. 
2 Treasury Department letter, Feb. 22, 1943. 
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i] THE PATTERN OF POSTWAR 
FEDERAL TAXES 


(Continued from page 1) 
vidual has been held to constitute a trade or business.* 
The time spent in managing such properties, the propor- 
tion of the taxpayer’s income derived from such rentals, 
and the services furnished are factors that bear upon the 
distinction in a particular case. 

Capital gains and losses are measured by the difference 
between the net sale price and the adjusted-cost basis. 
The adjusted-cost basis is the cost reduced by certain 
receipts that are in the nature of partial liquidation.* Cer- 
tain transactions are considered to be equivalent to sale, 
and gain or loss is calculated upon the basis of these trans- 
actions. These include liquidation of a business and sub- 
sequent payment of a liquidating divideud, the receipt 
of proceeds from the retirement of bonds, and liquida- 
tion of mortgages through call or maturity. 

Gains or losses from sale of capital assets are long- 
term or short-term depending upon the period held. 
Long-term gains or losses are defined as those where the 
holding period is more than six-months. In the case of 
individuals, only 50 per cent of the long-term gain is 
taken into account in the tax calculation. Similarly only 
50 per cent of long-term losses are deductible. Moreover, 
such losses are deductible only against long-term or 
short-term gains, except that a net capital loss may be 
deducted from ordinary income in an amount not ex- 
ceeding $1,000. But a net capital loss in excess of the 
amount deducted from ordinary income may be carried 
forward for a period of five years and applied against 
ordinary income at not more than $1,000 per year or ap- 
plied without limit against net capital gains of these 
years. 

The net capital gain or loss is the net result of count- 
ing the long-term gains or losses as 50 per cent of the 
realized loss or gain and the short-term gains and losses 
as 100 per cent of the realized gain or loss. In effect this 
is a 50 per cent discount on the tax payable on long-term 
capital gains and a similar 50 per cent discount on the 
deduction of long-term capital losses.° The following 
illustrations are offered: 





Illustration 1: An individual taxpayer has an ordinary 
net income of $10,000, and long-term capital gains of 
$3,000 and short-term capital losses of $1,000. His net 
capital gain is 50 per cent of $3,000 or $1,500 minus 
$1,000 or $500. The income subject to exemptions and 
tax is $10,000 plus $500 or $10,500. 


Illustration 2: An individual taxpayer has an ordinary 
net income of $4,000, and long-term capital losses of 
$12,000 and short-term capital gains of $500. His net 
capital loss is 50 per cent of $12,000 or $6,000 minus 


8 Fackler vs. Comm., 133 F. (2d) 509 (1943); Kittridge vs. 
Comm., 88 F. (2d) 632 (1937) ; Jepson vs. Comm., 37 B.T.A. 
1117 (1938. 

* Such as collection of interest coupons on bonds which were 
past o- when the bonds were purchased and hence a return of 

capita 

6 But with an effective overall limitation of $6,000 on deduction 
against ordinary income. 














$500 or $5,500. But only $1,000 of this net capital loss 
may be applied against ordinary income, although the re- 
mainder may be carried forward for five years. The in- 
come subject to Se. and tax is, therefore, $4,000 
minus $1,000 or $3,000 


Illustration 3: An individual taxpayer has an ordinary 
net income of $10,000, and long-term capital gains of 
$6,000 and short-term capital gains of $2,000. His net 
capital gain is 50 per cent of $6,000 or $3,000 plus $2,000 
or $5,000. The income subject to exemption and tax is, 
therefore, $10,000 plus $5,000 or $15,000. 


The present law in effect places a ceiling tax of 25 per 
cent upon the excess of net long-term capital gains over 
net short-term capital losses. This is accomplished by 
the so-called alternative tax. Under this alternative tax, 
the tax is first computed without regard to the net cap- 
ital gain. This is called the “partial tax.” To this partial 
tax is added 50 per cent of the net long-term capital gain. 
The result is the tax payable. This is an effective tax of 
25 per cent on long-term gains (50 per cent of the 50 per 
cent gain taken into account). This alternative is applied 
only where the taxable income exceeds $16,000, since 
below this point the calculation of the tax on the regular 
basis is to the taxpayer’s advantage. In any event the tax 
is calculated on the basis of both methods and the tax 
payable is the lower of the two. 

Real property or depreciable property used in a trade 
or business, such as land and buildings or machinery and 
equipment, is not a “capital asset” under the general 
definition. This does not mean, however, that gains and 
losses from sale or disposition of such property are 
treated more severely than gains and losses from sale of 
capital assets. As a matter of fact, it is frequently to the 
taxpayer's advantage to have assets sold recognized as 
property used in a trade or business. This is because 
losses so recognized may be deducted from ordinary in- 
come without limitation. 

Where real property or depreciable property used in 
a trade or business and held for six months or less is 
sold, a resulting gain is included in income subject to tax. 
This is exactly the same treatment accorded similar short- 
term gains from sale of capital assets. But, where the 
result is a loss, the entire loss is deductible from ordinary 
income. In the case of individuals, similar losses from 
sale of capital assets may be deducted from ordinary in- 
come only to a maximum of $1,000, although the remain- 
der of the loss may be carried forward for a period of 
five years and deducted from ordinary income at the 
rate of $1,000 a year. Where real property or depreciable 
property used in a trade or business and held for more 
than six months is sold, only 50 per cent of the gain or 
loss is taken into account, just as in the case of capital 
assets. In the case of gains, the alternative-tax provision, 
which in effect limits the tax to 25 per cent of the actual 
gain, is applicable. In the case of long-term losses from 
sales of such property, such losses may be deducted from 
ordinary income without limitation. 

The capital gains and losses of corporations are taxed 
on substantially the same basis as similar gains and losses 
of individual taxpayers. A corporation taxpayer may not 
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deduct a net capital loss from other income, but such 
loss may be carried forward for five years and deducted 
from gains of these years. Corporation taxpayers must 
count 100 per cent of long-term gains or losses in de- 
termining net capital gain or loss. However, if net long- 
term gains exceed net short-term losses, an alternative 
tax is provided. This alternative tax is determined by 
calculating the tax on the income exclusive of capital 
gains, and adding to this partial tax an amount equal to 
25 per cent of the net capital gain. 


History of Capital-Gains Taxation. Capital gains 
and losses were treated merely as a part of ordinary in- 
come from 1913 to 1921. Gains on sales of capital assets 
were included in ordinary income, and losses were de- 
ductible without limit ;* but there was no provision for 
carrying losses forward for deduction against later cap- 
ital gains or ordinary income.’ 

The Revenue Act of 1921 provided for an alternative 
tax which permitted the taxpayer to compute the tax on 
his ordinary income (exclusive of capital gains) at the 
graduated rates provided in the act and to add to this 
partial tax an amount equal to 12% per cent of the cap- 
ital gains. The net result was a tax limited to 124% per 
cent on capital gains. This was an optional provision, 
and the taxpayer was permitted to include such gains 
and losses as a part of ordinary income if it was to his 
advantage to do so. 

In the Revenue Act of 1924, it was provided that the 
deduction of capital losses should not reduce the tax by 
more than 121% per cent of the loss. This was consistent 
with the differential treatment accorded capital gains. 

In the 1932 Revenue Act, it was provided that losses 
from sales of stocks and bonds held two years or less 
which were not capital assets should be allowed only to 
the extent of the gains from such sales.* But losses on 
sale or exchange of assets (other than stocks and bonds )?® 
held less than six months were deductible in full from or- 
dinary income. Gains from sale of capital assets (other 
than stocks and bonds) held for more than two years 
were limited to 124% per cent and losses from such sales 
were not permitted to reduce the tax by more than 1214 
per cent of the loss. 

The optional taxation of capital gains at a rate of 12% 
per cent was recognized as somewhat antiprogressive. 
The individual whose annua! income, including realized 
capital gains, never reached into brackets carrying a 
rate as high as 12% per cent did not benefit from the 
differential treatment of capital gains; and those in the 
higher brackets gained progressively according to the 
size of their income. Moreover, the discrimination 


* But, for constitutional reasons, that portion of the gain accrued 
at March 1, 1913 was not taxable. This was accomplished by pro- 
viding that the cost basis of capital assets acquired prior to March 
1, 1913 be the actual cost or the value on March 1, 1913, whichever 
was higher. This provision is still in the law. 

7 The question whether capital gains were “income” within the 
meaning of the Constitution and hence taxable was not finally set- 
tled until 1920. See Merchants’ Loan and Trust Co., Trustee vs. 
Smietanka, Commissioner, 255 U. S. 509 (1920). 

8 Probably a result of the disclosure that J. P. Morgan & Co. 
had paid no income tax because of deduction of losses on sales of 
securities. 

® Federal, state, and local bonds were excluded from this limi- 
tation. 


against stocks and bonds held for two years or less could 
not be defended on logical grounds. As a result, the sec- 
tion concerning the taxation of capital gains and losses 
was substantially modified in the Revenue Act of 1934. 

Under the 1934 law, the taxation of capital gains was 
changed in such a way as to reduce considerably the spe- 
cial advantage in the upper brackets and to afford the 
advantage of differential taxation in the lower brackets. 
The taxpayer was required to report only a percentage 
of his gain from the sale of capital assets, the percentage 
varying according to the length of time the asset had been 
held. If the asset had been held for not more than one 
year, 100 per cent of the gain was recognized. If the 
asset had been held more than one year but not more 
than two years, 80 per cent of the gain was recognized. 
If the asset had been held for more than two years but 
not more than five years, 60 per cent of the gain was 
recognized. If the asset had been held for more than 
five years but not more than ten years, 40 per cent of the 
gain was recognized. If the asset had been held for more 
than ten years only 30 per cent of the gain was recog- 
nized. The same percentage scale was applied in the de- 
duction of capital losses. For both individuals and cor- 
porations, capital losses were deductible from ordinary 
income only to the extent of $2,000. 

In the Revenue Act of 1938, the number of holding 
periods recognized was reduced from five to three and the 
range of discounts applied was lowered. One hundred 
per cent of the gain or loss was recognized in the case of 
assets held for eighteen months or less ; 66 2/3 per cent 
of the gain or loss was recognized in the case of assets 
held more than eighteen months but not more than twen- 
ty-four months; 50 per cent of the gain or loss was rec- 
ognized in the case of assets held more than twenty-four 
months. The 1938 act also introduced an alternative tax. 
This provided in effect that the maximum tax or tax re- 
duction resulting from a gain or loss on an asset held 
for more than eighteen months but not more than twenty- 
four months should be 20 per cent of such gain or loss. 
In the case of gains or losses on assets held for more 
than twenty-four months, the maximum tax or tax re- 
duction was established at 15 per cent. 

The 1938 act allowed the deduction of short-term 
(eighteen months or less) losses only against short-term 
gains The 1934 and 1936 acts had permitted the de- 
duction of such losses from ordinary income to the ex- 
tent of $2,000. On the other hand, the 1938 act permit- 
ted short-term losses to be carried forward for deduc- 
tion against short-term gains of following years. 

The taxation of capital gains and losses as established 
in the Revenue Act of 1938 remained substantially un- 
modified until 1942. The Revenue Act of 1942 estah- 
lished the present basis of capital-gains taxation. 


Reasons for Differential Taxation of Capital Gains 
and Losses. The differential treatment of capital 
gains and losses that has been a part of the tax structure 
in the United States since 1921 may be defended on the 
following grounds: 


(1) The realization of a capital gain results in in- 
cluding in a single year a gain that may have actually ac- 
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crued over a much longer period of time. Under a highly 
progressive rate structure, the gain is taxed (in the ab- 
sence of special treatment) at a much higher rate than 
would have resulted from taxation of the gain as it 
actually accrued. Under the present law, in the absence 
of special treatment of capital gains, an individual with 
a modest income who realizes a capital gain of $10,000 
would perhaps be subjected to a surtax at the rate of 
around 40 per cent. But this gain may have actually 
accrued over a period of five years or $2,000 a year. If 
the gain had been taxed year by year as it grew, the sur- 
2x rate would probably not have exceeded 22 per cent. 

Not all gains accrue evenly over the period of own- 
ership of the asset. Gains on sale of stocks resulting only 
from reinvested corporate earnings are likely to have 
accrued evenly over the years of ownership. But real- 
estate as well as stock gains may be the result of a sudden 
accretion of value due to a stock-market boom or local 
developments or other fortuitous circumstances. 

The Revenue Act of 1934 was apparently based upon 
the theory that special treatment of capital gains was 
justified as a means of avoiding the effect of a somewhat 
artificial concentration of income in a single year. This 
act provided for taxing only a percentage of the capital 
gain, depending upon the length of time held. No special 
treatment was provided unless an asset had been held 
for more than a year. The percentage of the gain rec- 
ognized then ranged from 80 per cent, where the asset 
had been held for more than one year but not more than 
two years, down to 30 per cent, where the asset had been 
held for more than ten years. 

The present law, with the six months’ holding period 
for long-term capital gains, is apparently based more on 
considerations other than on a desire to roughly approx- 
imate the tax that would have been payable if the gain 
had been taxed as it accrued. 


(2) To the extent that capital gains are based upon a 
general rise in the price level, such gains are illusory and 
represent no improvement in well being and ability to 
pay. The illustration is frequently offered of the indi- 
vidual who, through force of circumstances, is required 
to sell his home in a period of price inflation and purchase 
another at an equally inflated price. Suppose that an in- 
dividual purchased a home in 1934 for $5,000; in 1945 
he is required to move or chooses to move. The home is 
sold for $10,000 but a similar home in another city is 
purchased for $10,000. Clearly this individual is in the 
same economic circumstances as before the sale and pur- 
chase. His ability to pay is no greater or less than before 
the transaction. The capital gain is entirely illusory, since 
it represents a change in price level rather than a change 
iti economic position. The situation would not be ma- 
terially changed if the proceeds of the sale had not been 
reinvested in another property but had been held in cash, 
since the purchasing power of the sale proceeds, in terms 
of other goods or in terms of investment income, would 
not be considerably changed. 

What is said above applies with equal force to capital 
losses. Capital losses that are the result of a decline in the 
general level of all prices may not impair the taxpayer’s 
economic position or ability to pay. The purchasing 





power of the sale proceeds in terms of commodities, other 
capital goods, or investment income may be fully equal 
to the purchasing power of the cost price at the time the 
investment was made. Since the monetary loss resulting 
from such a capital transaction does not impair the tax- 


payer’s economic position, the deduction of such a loss. 


from current income cannot be justified. 

It is impossible to separate capital gains and losses re- 
sulting from price-level changes from those resulting 
from the judgment or luck of the taxpayer. 

Undoubtedly the special treatment of capital gains 
and losses which has been a part of the income-tax struc- 
ture in the United States since 1921 is based on the rec- 
ognition of the illusory nature of capital losses and gains 
resulting from general price-level changes. This would 
seem to be the principal consideration involved in the 
complete exclusion of both capital gains and capital 
losses in the British income tax.?° 

It has been urged, however, that special treatment of 
capital gains and losses is not warranted on this basis 
since there are also inflationary elements in other types 
of income. Higher wages may not represent an increase 
in ability to pay taxes if the cost of living has kept pace 
with the increase in wages. The same may be said of 
dividends, rentals, and other items of ordinary income. 

But two wrongs do not make a right. The impossibility 
of absolute justice in all cases should not prevent jus- 
tice being done where it can be done. Granted that, if 
personal exemptions remain the same but the cost of 
living increases as a result of general price changes, in- 
creased wages, profits, dividends, rentals, and other items 
of ordinary income do not represent increased taxpaying 
ability. The obvious answer is that personal exemptions 
and credit for dependents should be related to the cost 
of a minimum living standard. If these exemptions and 
credits are adjusted from time to time to reflect changes 
in the cost of living, no substantial injustice will result. 


(3) Apart from considerations of equity, the taxation 
of capital gains at highly progressive rates would sub- 
stantially exclude from risk taking those income groups 
best able to assume risk. The role of the promoter-inno- 
vator is an important one. A healthy full-employment 
economy requires investment at a rate sufficient to ab- 
sorb savings. Most recent economic studies have empha- 
sized the inadequacy of the investment rate, and sugges- 
tions have been made looking toward correction. Indeed 
Hansen believes that this inadequacy is now chronic." 
Whether or not this pessimism is justified is not the 
point. What is important is that a rate of investment 
greater than that of the prewar decade is imperative to 
a full-employment economy. 

Any income-tax law is necessarily a compromise be- 
tween equity and expediency. Even if it were equitable 
tu tax capital gains at full rates, it would probably be 
unwise to do so. The deterrent effect upon investment 
would perhaps mean that the level of all tax rates would 





10 Because of structural differences between the British and 
American income tax laws, some transactions that would be 
classified as capital transactions under the American law are clas- 
sified as ordinary income under the British law. 

11 See Oregon Business Review, Dec. 1944, p. 2. 
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have to be higher if capital gains were not given special 
treatment. 

The total revenues are probably not reduced by special 
treatment of capital gains and losses. If capital gains 
were to be taxed at full rates, it would be indefensible to 
refuse tu permit full deduction of capital losses against 
ordinary income. This would result in an increased yield 
of taxes in years when capital values are high and con- 
siderably reduced vields in years when capital values are 
_low. But the yield over a period of years would perhaps 

be little changed. 

It has been urged'* that special treatment of capital 
gains resulting from sales of capital assets representing 
new enterprise and new employment is justified, but that 
capital gains resulting from sales of capital assets repre- 
senting existing facilities is unjustified. This is a novel 
and somewhat plausible suggestion. It is apparently based 
upon the idea that special treatment of capital gains is 
not equitable, but that the dictates of expediency require 
some sort of special inducement for genuinely new en- 
terprise involving additional employment. 

Practically, it would be very difficult to make such a 
distinction. Regulations defining new enterprise and em- 
ployment would be necessary. It would be difficult to 
prevent existing enterprises from liquidating or at least 
going through the motions of liquidation and embarking 
again as “new” enterprises. Moreover, the treatment 
of the expansion of an existing enterprise would pre- 
sent difficult problems of administration. Suppose an 
existing enterprise with a capital of $2 million, all in 
common stock, undertakes an expansion involving new 
facilities and new employment by expanding capital to 
$4 million. Should this permit special treatment of gains 
from sales of any of the stock of this company, or only 
from sales of the $2 million of additional capital em- 
ployed? After a few transfers of stock, consolidation of 
certificates, split up of certificates, etc., it would be im- 
possible to determine whether a particular lot of stock 
was old or new capital. Suppose that such an expansion 
is made but without new financing. Suppose a particular 
concern undertakes an expansion involving new facilities 
but at the same time or later curtails its operations and 
employment in other fields. 

Moreover, a healthy market for existing capital instru- 
ments is an essential ingredient for an expansion of ta- 
cilities and employment. But such a distinction between 
old and new investment, even if administratively feasi- 
ble, might lead to new capital formation but at the same 
time bring about diminished activity in existing plants. 


Recommendations in Current Reform Proposals. 
Recommendations concerning capital-gains taxation in- 
cluded in the major tax studies are summarized below. 
In general it is apparent that the recommendations made 
in the various tax plans reveal the philosophy of the tax 
planners concerning the nature of capital gains and losses 
and the basic reason for special treatment of such gains 
and losses. Thus the C.E.D. recommendations are clearly 
based on the belief that special treatment is justified only 
as a device to avoid the effect of bunching income in par- 





12 Footnote statement by Ralph Flanders in the C.E.D. report. 


ticular years. The Twin Cities recommendations, on the 
other hand, are apparently based to some extent on a rec- 
ognition of the illusory nature of such gains and losses 
and a deeper concern with the effects of capital-gains 
taxation upon new investment and employment. 

It should be remembered that the Twentieth Century 
‘und study was published in 1937. The taxation of cap- 
ital gains and losses was considerably modified in the 
Revenue Act of 1938. Again in 1942 the section relating 
to capital gains and losses was further modified and lib- 
eralized. 


Committee for Economic Development. The commit- 
tee recommends that “present differential treatment of 
capital gains and losses should be retained until substan- 
tial reductions in corporate and personal income taxes 
have been effected, and adequate provision for averaging 
income over a period is permitted. If and when these 
conditions are met, capital gains should be fully taxable 
like other income and full deduction for capital losses 
should be permitted. Under such circumstances, capital 
gains and losses should be recognized at transfer by gift 
or death.” 

That heavy taxation of capital gains is a deterrent to 
investment in new and risky enterprise is recognized. It 
is urged, however, that tf capital gains and losses were 
treated as income realized at death or gift'* there would 
be less reluctance on the part of wealthy investors to dis- 
pose of capital assets and invest the proceeds in new and 
risky enterprise that may be equally promising. 

The recommendation that full deduction of capital 
losses be permitted (even against ordinary income) is re- 
garded as extremely important. It is believed that the 
fear of loss is perhaps a more potent deterrent to risk 
investment than moderate taxation of capital gains. If 
the full deduction of losses were permitted, the C.E.D. 
believes that the adverse effect of capital-gains taxation 
on risk taking would be largely eliminated. 

The political and economic effects of full deduction of 
losses were apparently not considered by the committee. 
In a period of depression and declining capital values, 
the owners of stocks and other capital assets might be 
largely excused from payment of taxes if full deduction 
of losses were permitted. Moreover the carry-over of 
such losses would mean that the holders of capital assets 
would be to some extent excused from taxation well into 
the period of recovery. It seems doubtful if full deduc- 
tion of losses could survive a period of depression. 

A statement of Ralph E. Flanders, chairman of the 
C.E.D., on capital-gains taxation and risk investment is 
appended to the report. He believes that the recommen- 
dations of the committee would take care of half of the 
problem in a satisfactory way—there would remain no 
serious bar to expansion of existing enterprises by the 





13 This would presumably mean that the cost basis of capital 
assets to the donee would be the market value of such assets at 
time of transfer instead of cost to the donor, as at present. This 
change would involve some administrative problems. It would be 
necessary to determine market values of assets transferred. In 
the case of listed securities, this would not be difficult ; but, in the 
case of real estate and closely held securities, it would be difficult 
to devise regulations prescribing a method of valuation that would 
yield accurate and equitable results. 
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ploughing back of earnings. The other half of the prob- 
lem, that of getting financial backing for new enterprise 
with uncertain prospects is not given adequate consid- 
eration in the plan, in his opinion. Mr. Flanders believes 
that “‘we must face the administrative problem of defin- 
ing new investment and offering really adequate relief 
to the investor. This can be done by relieving from taxa- 
tion income devoted to such investments; or it can be 
done by relieving from taxation the profits from such 
investments; or, a third possibility, the increase in value 
of such investments can be left free of the capital gains 
tax.” Mr. Flander’s choice is the last-mentioned method. 
For reasons mentioned above, it would appear that the 
administrative problem of defining new investment would 
be very great. 

While Mr. Flanders does not mention .the point, it 
would appear that, if capital gains from “new invest- 
ment” is not to be taxed, neither should capital losses 
from “new investment” be deductible from ordinary 
income. 

The C.E.D. report makes clear that the recommenda- 
tion of the full taxation of capital gains and full deduc- 
tibility of losses is contingent upon a reduction of the 
personal income tax to more moderate rates, the elimina- 
tion of double taxation of divident income, a reduction 
of the corporate tax to the level of the standard personal 
tax rate, and adequate provision for averaging income 
over a period.** 

The recommendations of the committee for full taxa- 
tion of capital gains and full deduction of losses, but only 
after other suggested changes are brought about, is ap- 
parently based upon three principal considerations : 


(1) The principal inequity in full taxation of capital 
gains is believed to result from the artificial bunching of 
income in a single year when the income in fact has ac- 
crued over a period of years. Since the averaging of in- 
come over a period is suggested, this inequity would be 
largely eliminated. 


(2) ‘The fear of loss is regarded as a major deterrent 
to risk investment. The full deductibility of losses from 
ordinary income is therefore regarded as providing at 
least some incentive for risk investment. 


(3) The recommendations of the committee include 
the adjustment of the corporate income tax to the level 
of the standard personal tax and its conversion to an “at 
the source” tax. This is a device to tax corporate income 
to the real owner, the stockholder. The inclusion of cap- 
ital gains in the personal income-tax base is the only way 
by which all corporate earnings can be subjected to che 
personal income-tax rate. Presumably the C.E.D. has 
in mind capital gains resulting from reinvested corporate 
earnings. Under the C.E.D. proposals, the corporation 
would pay a tax on such income and this tax would be 
regarded as advance withholding from future dividends. 





14 ]t is suggested the revenue act should provide for refunds to 
individuals to the extent that taxes actually paid during a five- 
year period exceed some given percentage (perhaps 105 per cent) 
of what such taxes would have been if the aggregate income had 
been spread equally throughout the period. This proposal, while 
sound, certainly would not simplify the individual tax. 





But, if an individual owned the stock during the period 
of corporate accumulation and sold it at a price reflecting 
these accumulations, the capital gain is at least in part 
corporate earnings which ought to be taxed to the share- 
holder. Even the partial exclusion of such gains would, 
therefore, be inconsistent with the principal C.E.D. rec- 
ommendations. 


Twentieth Century Fund. The recommendations cf 
the Twentieth Century Fund committee concerning cap- 
ital gains are closely related to the recommendations con- - 
cerning the taxation of corporations.?® 

The committee reccommends that an attempt be made 
to tax capital gains on an accrual rather than a realiza- 
tion basis. To this end it is proposed that the same plan 
recommended in connection with stock ownership be 
applied to all forms of property. This would involve an 
annual inventory of holdings of ca,ita: assets each year 
in terms of market values. The plus or minus difference 
from the previous year (or from cost, if the asset was 
acquired during the year) would be included in ordinary 
income. It is recognized that the problem of valuation 
would be difficult to solve. Listed and active over-the- 
counter securities would present few problems. But the 
problem of valuation of closely held securities and real 
estate would be exceedingly difficult. 

The committee suggests that, in computing the value 
of real estate, some reliance might be placed on the ap- 
plication of the percentage of change in the assessed val- 
uation to the purchase price or the prior-year valuation.'® 

The recommendation is an attempt to avoid the arti- 
ficial bunching of income in the year of realization by tax- 
ing such gains and losses as they accrue. The committee 
recognizes the constitutional problem involved in the 
proposal to tax income prior to its realization and rec- 
ommends that steps be taken to amend the Constitution 
to permit taxation of gains on an accrual basis. 

The recommendation does avoid the bunching of in- 
come in a single year. Moreover, it is possible that such 
a method of taxing capital gains and losses would make 
some contribution to economic stabilization. The selling 
of securities to pay taxes on capital accruals might op- 
erate as a restraining influence on booms in security 
prices. In periods of depression, however, the owners 
of capital assets would be virtually excused from pay- 
ment of taxes ; and, since loss carry-over is recommended,’ 
it is probable that this exemption would carry over into 
the period of recovery. The committee does not deal with 
the political problem involved in unlimited loss carry- 
over. It may be that tax reduction in a period of depres- 
sion is desirable ; and it may be that such a tax reduction 
might with wisdom be largely directed toward the own- 
ers of capital assets who have previously paid taxes upon 
unrealized gains.’* But it would certainly present a po- 
litical problem, and it would certainly make governmenial 
revenues highly unstable. 





15 See Oregon Business Review, Jan. 1945, pp. 3-4. 

16 In view of the well-known inflexibility of real-estate assess- 
ments, it is clear that this method would probably not result in 
equitable approximations of market values. 

17 In case of an actual sale, the profit or loss would be measured 
by the difference between the sale price and the last adjusted value 
shown in the tax return. 
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For reasons more fully set forth in an earlier chapter,"* 
the comm‘ttee’s proposal for taxation of capital gains on 
an accrual basis appears to be administratively unwork- 
able. 

The committee recognizes that capital gains and losses 
arising from general changes in the pricé level are 1i- 
lusory. The recommendation is made that some plan be 
devised to avoid the taxation of such gains or deduction 
of such losses. No specific proposal is made to this end. 
It would seem to be virtually impossible to segregate 
such gains. 


National Planning Association—Ruml-Sonne. It is 
recommended that the present system of taxing capital 
gains and losses be retained. The belief is expressed that, 
with the present limitation of 25 per cent on long-term 
capital gains, this tax “does not have an important in- 
hibitive effect on high production and high employment.” 

The authors evidently believe that the capital-gains 
tax is a matter of minor importance. The retention of the 
present capital-gains tax for the time being is urged,.“‘in 
order that this controversial subject should not tend to 
confuse more important issues.” 


Brookings Institution—Kimmel. It is suggested that 
the method of taxing capital gains should be re-exam- 


ined at or about the end of the war if the general level of 


prices at that time should be well above that now preva- 
lent. It would be inequitable to impose taxes on gains 
merely proportionate to a general rise in prices. This re- 
examination of the capital-gains tax is apparently urged 
only in the event of a considerable rise in prices of com- 
modities and capital assets. In the absence of this contin- 
gency, Kimmel believes that the present capital-gains tax 
“may come very close to meeting the requirements of 
the post-war years.” 

It is suggested that there is one class of investor who 
fares badly under present capital-gains taxation—the in- 
vestor who selects a limited number of common stocks, 
frequently of new companies, with the expectation that 
the income derived over a period of time will not only 
offset losses but yield an adequate return on investment. 
Such an investor may to some extent offset capital losses 
against capital gains by sale and repurchase of stocks 
that have increased in value. Thus the investor may re- 
ceive some tax benefit from capital losses. But this will 
be effective only if some of his holdings have appreciated 
in value to offset those that have decreased in value. 
Since capital gains and losses are most closely related 
to the level of security prices, there will be many times 
when such offsets will not be available to investors ven- 
erally. Neither is the method effective in the case of stocks 
with no active market (characteristic of the new en cr- 
prise). In these instances it is very difficult to establish a 
loss or gain for tax purposes and to re-establish a posi- 
tion in the security. Kimmel suggests that this difficulty 
might be mitigated if the investor were permitted to offset 
capital losses against both capital gains and dividends. 
This suggestion is not, however, incorporated in the rec- 
ommendations. 


18 “The Corporation Income Tax,” Oregon Business Review, 
Jan. 1945, 


Another recommendation offered is that income (not 
capital gains) derived from new equities should be ac- 
corded preferential treatment.'? The preferential treat- 
ment recommended involves the calculation of the tax et 
regular rates with all dividends included. From the re- 
sultant tax would be deducted a dividend credit equal to 
the overall tax rate times the dividends from new equi- 
ties.*” 

The retention of the present reasonably equitable cap- 
ital-gains tax plus this recommended preferential treat- 
ment of income from new equities would, in the opinion 
of Kimmel, permit an expansion of investment. 


Hansen-Perloff. No comment is offered on capital- 
gains taxation. 


Twin Citics. The capital-gains tax is evidently re- 
garded as a major barrier to investment and employment, 
since it is stated that serious consideration was given to 
the elimination of the tax on capital gains. This recom- 
mendation was not made because of the realization that 
elimination of the tax would create many administrative 
difficulties. It is certainly true that a wide disparity be- 
tween rates of tax on capital gains and rates of tax on 
other income would create administrative difficulties. It 
is not a simple matter to define a capital gain or a capital 
loss. A strong inducement would be established for tax- 
payers to turn ordinary gains into capital gains and to 
convert capital losses into ordinary losses. 

It is recommended that gains or losses from sale of 
assets held less than six months be considered ordinary 
gains and losses. This would mean that such gains would 
be fully taxable and such losses would be fully deductible. 
Under the present system such gains and losses are fully 
counted, but, except to the extent of $1,000 a year, an 
excess of such losses may be deducted from net long-term 
capital gains only. The Twin Cities recommendation 
would clearly provide a more equitable treatment for 
short-term losses. Moreover, this more equitable treat- 
ment of losses would probably not result in an undue 
reduction of the taxes of owners of capital assets in pe- 
riods of depression. If full deduction of long-term capital 
losses were permitted, the reduction of the taxes of cap- 
ital owners in such periods might amount almost to par- 
tial exemption.** 

- In the case of gains and losses from sales of capital 
assets held for more than six months, the recommenda- 
tion is made that only 50 per cent of the gain or loss he 
recognized (as at present) and taxed at the ordinary 
rates, or, at the option of the taxpayer, taxed at the ef- 
fective rate of 124 per cent of the entire gain.** In the 
case of a capital loss, 50 per cent of the capital loss would 


19 Compare this with the suggestion offered by Ralph E. Flan- 
ders, mentioned above. Mr. Flanders considered the possibility of 
preferential treatment of income from new equities, but chose the 
alternative of recommending preferential treatment of capital 
gains from investment in new enterprises. 

20 The dividends from new equities would first be reduced by 
applying a fraction, the numerator of which would be the net tax- 
able income and the denominator the gross income. 

21 Moreover, the full deductibility of such losses might consti- 
tute an unwise stimulus to liquidation of capital assets in periods 
of declining business. 

' On Batt per cent of the 50 per cent of the gain recog- 
niz 
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be deductible from ordinary income; or, if the saving 
to the taxpayer resulted in a reduction in the tax of more 
than 25 per cent of the loss, the tax would be computed 
on the ordinary income excluding the capital loss, and 
from the tax so arrived at there would be deducted 25 
per cent of the loss and the remainder would be the tax 
due. 

In effect, the latter proposal limits the tax reduction 
from long-term losses to 25 per cent of the loss. It would 
mean, however, that in periods of declining capital va!- 
ues some owners of capital assets could entirely escape 
taxation by realization of capital losses. 

In the case of corporations, 100 per cent of both gains 
and losses would be taken into account and the optional 
rate of tax would be 121% per cent. Presumably this op- 
tional rate of tax would be applicable only in the case 
of assets held for more than six months. In the case of 
corporations, no mention is made of limitation of the 
tax effect of capital losses. 


Ferro-Berdon. The retention of the present basis of 
taxing capital gains is recommended. It is suggested, 
however, that capital-loss provisions be liberalized so that 
“What’s fair on the gain side is fair on the loss side.” 
It would appear that the recommendation of the Commit- 
tee on Federal Taxation of the American Institute of 
Accountants mentioned below would represent the kind 
of liberalization of loss provisions that the authors of the 
plan had in mind. 


American Institute of Accountants. The Committee 
on Federal Taxation of the American Institute of Ac- 
countants recommends*® that revision of the capital- 
gains tax should in general be dealt with only as part of 
the long-range task of tax overhauling and not as part 
of the immediate problem of dealing with the peculiar 
problems of the reconversion period. 

The proposals developed by the committee refer pri- 
marily “to the development of a sound tax program for 
the reconversion and immediate postwar period.’’ The 
committee is of the opinion that the long-range problems 
of coordination of taxes and simplification of the tax 
structure, and the general problem of capital gains and 
losses, require early but not immediate consideration. 

The specific proevlem of liberalization of losses is, 
however, regarded as a matter of immediate urgency for 
the reconversion and early postwar period. The specific 
recommendation of the committee is “that capital losses 
should be allowed as deductions with tax benefit limited 
to the same maximum rate as is applied in taxing capital 
gains.” 

In the case of long-term losses, this presumably means 
that a taxpayer would be permitted to deduct net recog- 
nized capital losses** from ordinary income up to the 
point where the tax advantage from such deduction ex- 
ceeds 50 per cent of the recognized loss.** Beyond this 
point the tax would be first calculated on the income ex- 
clusive of the capital loss, and from this preliminary tax 





28“Postwar Taxation,” Journal of Accountancy, Nov. 1944, 
34 Fifty per cent of actual long-term losses minus short-term 


gains. 
36 Or 25 per cent of the actual loss. 





would be deducted 50 per cent of the recognized loss. 
Administratively it would be necessary to determine (in 
terms of surtax net income) the point at which the al- 
ternative method would be required. This point would be 
the level of surtax net income where the surtax rate of 
50 per cent is applicable.** 

In the case of a net short-term loss** the recommenda- 
tion presumably means that the taxpayer would be per- 
mitted to deduct such losses from ordinary income with- 
out limit. 

The effect of this specific recommendation would be 
to allow capital-loss deductions on the same basis as that 
on which capital gains are included in income subject to 
tax. It represents a tangible expression of the theory 
that what is fair on the gain side ought to be fair on the 
loss side. 


Summary and Appraisal. Reformation of the sys- 
tem of taxation of capital gains and losses involves at 
least two dilemmas. These dilemmas are not always rec- 
ognized in analyses of the problem. Both have to do with 
harmonizing what is equitable with what is administra- 
tively feasible and politically acceptable. 

The first of these dilemmas has to do with the deduc- 
tibility of capital losses. It appears to be equitable to al- 
low deduction of capital losses from ordinary income in 
the same manner and to the same extent that capital gains 
are required to be added to ordinary income. This is 
equitable because in many cases neither capital gains nor 
capital losses reflect accurately changes in ability to pay. 
It is not merely a matter of a rule that should work both 
ways ; the individuals who have capital gains usually are 
not the same persons who have capital losses and there is 
no reason, per se, for limiting loss deductions for some 
taxpayers because other taxpayers have been permitted 
to apply a discount factor to capital gains. The essential 
point is that capital gains are not an entirely accurate 
measure of ability to pay and capital losses are not an 
entirely accurate reflection of diminished taxpaying 
power.** 

But, if recognized losses (whatever the discount fac- 
tor) were to be made fully deductible from ordinary in- 
come, the result would be almost a class exclusion from 
income taxation in periods of depression and early re- 
covery,’® which would not be politically acceptabie and 
would inevitably break down in such a period.®® This 
would be particularly true when the holding period nec- 
essary to establish long-term gains and losses is as short 
as six months. With a period of only six months it is 
quite feasible for taxpayers to arrange their capital 
transactions in such a way as to match short-term losses 
against long-term gains. This arrangement of capital 
transactions by taxpayers is not especially damaging to 
revenues so long as deduction of losses from ordinary 





26 Under the present law this point is established as a surtax 
net income in excess of $16,000. 

27 Excess of net short-term losses over 50 per cent of net long- 
term gains. hea 

28 Henry C. Simons in his chapter on capital gains in Personal 
Income Taxes, 1938, seems to overlook this point. 

29 Exclusion in the early period of recovery only if carry-over 
of losses permitted. 

80 Such a system did break down in 1932. 
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- income is limited. But, if losses were deductible without 
limit, this short holding period would undoubtedly re- 
sult in greatly diminished revenues.** 

This dilemma might be avoided if capital gains were 
not taxable and capital losses not deductible. This is sub- 
stantially the English practice. But such a change would 
probably be politically unacceptable. Moreover, while 
this particular dilemma might be avoided by such a dras- 
tic change, other difficult practical problems of adminis- 
tration would be created. 

The second dilemma involved in reformation of the 
system of taxation of capital gains and losses has to do 
with the administrative problem of distinguishing be- 
tween capital transactions and ordinary transactions. It 
is widely recognized that capital gains and losses do not 
have the same tax significance as ordinary profits and 
losses. It is equitable for reasons discussed above to 
apply a discount factor to true capital gains and losses. 

But a wide variance between the rate of taxation of 
capital gains and ordinary income creates a powerful 
inducement to taxpayers to convert what would normally 
be ordinary income into capital gains or what would 
normally be capital losses into ordinary and hence fully 
deductible losses. It is not a simple matter to distinguish 
between a capital transaction and a transaction incident 
to a trade or business. Where a taxpayer controls a cor- 
poration, profits may be permitted to accumulate rather 
than be disbursed in dividends. The taxpayer may then 
realize these profits from a sale of the stock and thus take 
advantage of the preferential rate of taxation of capital 
gains.** When a corporation owns assets not used in a 
trade or business and the market value of these assets is 
substantially below cost, the capital loss resulting from a 
sale is not deductible from ordinary income.** In such 
cases there is a great inducement to the corporation to 
undertake such activities as to give color to the claim 
that such assets are in fact used in a trade or business. A 
subsequent sale at a loss would then afford the opportun- 
ity for full deduction from ordinary income. The distinc- 
tion between stock in trade and capital assets is also dif- 
ficult to make. Subdivision enterprises, especially when 
undertaken by individuals, present this problem. 

' An interesting illustration of the possibility of con- 
verting ordinary gains into capital gains was recently re- 
ported in a financial newspaper.** This case involves the 
conversion of what would normally be salary income of 
movie stars intv capital gains. [It was reported that film 
compatiies sometimes set up a subsidiary corporation to 
produce a particular picture. The star of the picture might 
then be assigned a minority of the stock with the ma- 
jority assigned to the producer. Presumably the star 
would then receive only a nominal salary. If the picture 
were successful, surplus would accumulate in the sub- 
sidiary corporation and after a year or two the minority 





31 From the standpoint of business-cycle control, a good case 
can be made for cyclically irregular Federal revenues. 

32 It is true that Sec. 102 lays a penalty tax on the unreasonable 
accumulation of surplus. This section is, however, very difficult to 
administer. 

33 But, if real estate or depreciable assets used in a trade or 
business are sold at a loss, this loss is fully deductible from ordin- 
ary income. 

84 Wall Street Journal, Nov. 29, 1944. 





stock would be sold, and the resulting profits would be 
taxable as long-term capital gains at a maximum effec- 
tive rate of 25 per cent. | 

This device would seem to be a far-from-certain 
method of avoiding high personal income-tax rates. If 
it appeared that such a corporation was utilized merely 
as a tax-avoidance device with no principal business 
purpose, the stockholders might be taxed on their share 
of corporate net income whether distributed or not. 
Moreover, such earnings would be subject to corporation- 
tax rates, so that the total tax exaction, including that 
paid by the corporation and the capital-gains tax, might 
be equal to the tax that would have been payable if no 
attempt had been made to divert salary income to capital 
gains.*® 

Of the eight tax plans reviewed, five (N. P. A., Brook- 
ings, Twin Cities, Ferro-Berdon, American Institute of 
Accountants) recommend retention of the present sys- 
tem of taxing capital gains and losses with or without 
modifications. One plan (Hansen-Perloff) presents no 
recommendation. Two plans (C.E.D., Twentieth Cen- 
tury Fund) recommend complete revision of capital- 
gains taxation. 

The changes proposed in those plans that recommend 
retention of the present provisions with modification are 
not great. The Twin Cities plan proposes reduction of 
the maximum effective rate from 25 per cent to 121% per 
cent and more liberal deductibility of losses. The Brook- 
ings Institution-Kimmel plan recommends retention of 
the present system but re-examination of the problem in 
the event of an unusual rise in the general level of prices. 
The plans proposed by Ferro-Berdon and the American 
Institute of Accountants recommend retention of the 
present system, but with losses made deductible on the 
same basis as that on which gains are included in taxable 
income. 

The Twentieth Century Fund plan and the C.E.D. 
plan propose complete revision of the provisions relating 
to capital gains and losses. 

The Twentieth Century Fund plan recommends that 
gains and losses be calculated on an accrual or inventory 
hasis instead of on a realization basis. The unrealized or 
book gains would be fully taxable, and unrealized or 
book losses would be fully deductible. The necessity for a 
constitutional amendment is fully recognized. 

For reasons more fully discussed above, this plan is 
not likely to receive serious consideration in the foresee- 
able future. The problem of valuation would be difficult 
if not impossible to solve, and other problems of adminis- 
tration would be equally difficult. Owners of capital as- 
sets would be virtually excused from payment of taxes 
during any period of declining capital values. ‘his would 
be true regardless of actual sales of capital assets, since 
the loss would be calculated on the basis of changes in 
valuation. Inevitably such a system would break down 
in a period of declining values. From the point of view 
of business-cycle control, the plan has some merit; but 





55 It was reported that producers were far from enthusiastic 
over the use of the device (perhaps from doubt as to its ultimate 
effectiveness), and that this was one of the reasons for the fre- 
quent stories of stars quarreling with and walking out on the man- 
agement. 
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the administrative problems and the inevitability of 
breakdown probably precludes serious present consider- 
ation. 

The C.E.D. plan recommends full taxation of capital 
gains and full deductibility of losses only after substan- 
tial reductions have been made in personal and corporate 
rates and after some sort of device for averaging income 
over a period is provided. The recommendation of the 
C. E. D. is apparently based on the belief that preferen- 
tial treatment of capital gains is justified only by the 
necessity for relief from the effect of an artificial bunch- 
ing of income in a particular year. The adoption of some 
sort of averaging device would therefore eliminate the 
only justification for separate treatment. 

The apparent assumption by the C.E.D. that the chief 
justification for special treatment of capital gains is the 
desirabilit y cf avoiding the high rate incident to bunch- 
ing income in particular years would not seem to be valid. 
Special treatment of capital gains and losses can also be 
justified on the ground that such losses and gains re- 
sulting from changes in the general level of prices do not 
accurately reflect changes in taxpaying power. The prac- 
tical necessity to reduce the tax barriers to risk invest- 
ment is also a partial justification, at least, for special 
treatment of such gains and losses. 

The full deductibility of capital losses as recommended 
by the C.E.D. would be difficult to maintin in a period 
of declining capital values, when the owners of capital 
assets would be in effect partially excused from taxation. 
Moreover, the introduction of an averaging device would 


considerably complicate the preparation of personal re- 
turns. 


It appears to be improbable that any fundamental re- 
organization of the present system of taxing capital gains 
and losses is in prospect. This does not mean that changes 
involving rates of tax, length of the holding period, and 
other changes of less than a fundamental nature may not 
occur. But the fundamental structure is likely to remain. 
Capital gains are not simple. It would be impossible to 
construct a perfect system of taxing capital gains and al- 
lowing capital-loss deductions, because capital gains and 
losses result from varied causes and have widely diver- 
gent effects on ability to pay. The present system is a 
reasonable compromise. 

One of the possible minor changes that might be in- 
troduced is the taxation of the capital gain accrued at 
date of death or gift. This proposal is frequently offered. 
Where an individual holds capital assets which have in- 
creased in value and become part of the estate at death, 
this increase in value has never been subjected to the 
capital-gains tax. The estate is, of course, subject to the 
estate tax on the basis of value at date of death. But the 
cost basis of such property to an heir is the value at the 
date of death; and the increase in value that occurred 
during the lifetime of the decedent is not subjected to 
the capital-gains tax, either to the estate or to the heirs. 
[t should be recognized, however, that a capital-gains tax 
levied on the estate would reduce the amount subject to 
the estate tax and might yield but little additional rev- 
enue. 





In the case of capital assets transferred by gift, the cost - 


to the donor is considered to be cost to the donee. There- 
fore the failure to levy a capital-gains tax on the donor at 
the time of gift does not ultimately result in the escaping 
of a tax on the increase in value, if the donee sells the 
property. It merely results in transferring the tax ob- 
ligation along with the property to the donee. 

Another change of less than fundamental nature in 
the capital-gains tax is a redefinition of a long-term gain 
or loss. Under the present system a long-term gain or 
loss results when a capital asset has been held for more 
than six months and is sold. In some cases, this permits 
a taxpayer to so arrange his transactions as to consider- 
ably reduce the tax. 

A recent proposal of Mr. Eccles,** chairman of the 
Board of Governors of the Federal Reserve System, has 
received a great deal of attention. Mr. Eccles recom- 
mended a wartime penalty rate of 90 per cent on capital 
gains in the interest of curbing inflation. His views were 
later amplified in a public statement.*’ He believes that 
all speculative transactions in capital assets should be 
discouraged for the purpose of controlling an inflation- 
ary boom. He proposes specifically to levy a tax at the 
initial rate of 90 per cent upon capital gains resulting 
from sales of capital assets acquired after January 1], 
1945 and sold within two years after purchase. This tax 
would not be in addition to the existing capital-gains tax 
but in lieu of it. Profits on sale of capital assets pur- 
chased after January 1, 1945 and held for more than 
two years would be taxed at a rate graduated down from 
90 per cent by 10 per cent or more annually until the ex- 
isting rate of 25 per cent is reached. Presumably, this 
means that profits on the sale of assets purchased after 
January 1, 1945, and held for more than two years but 
less than three years, would be taxed at approximately 
80 per cent and so on. This tax would not be related to 
the level of income but would be paid by all taxpayers 
regardless of income status. It is offered as an inflation 
control measure and would be eliminated as soon as the 
need for it no longer exists. 

It is evident that this proposal would not accomplish 
the purpose for which it was designed. The proposal is 
based on the assumption that an inflationary rise in prices 
is largely due to the activities of “in and out” speculators. 
It is certain that the proposed tax would largely eliminate 
the sale of capital assets purchased since January 1, 1945 
and held for less than two years. But it is probably true 
that most speculative buying of capital assets is not ac- 
companied by a definite intention or necessity to resell 
within a definite period. Buying pressure would be little 
diminished by such a proposed tax but selling pressure 
would be considerably diminished. Indeed it is likely that 
the only capital assets that would be available for sale if 
such a tax were effective would be those acquired prior 
to January 1, 1945. It is, therefore, entirely probable that 
the immediate effect of such a tax would be a consider- 
able rise in capital values. Moreover, the administrative 


36 Made to the Senate Banking and Currency Committee on 
Feb. 20, 1945. 


87 Issued March 2, 1945; reprinted in the Commercial and Fi- 
nancial Chronicle, March 8, 1945. 


mehfAremoees or RTT 6 


a stu OD 





OREGON BUSINESS REVIEW 





problem of integrating this special penalty tax on capital 
gains with the existing capital-gains tax would be diffh- 
cult. There would be two distinct capital-gains taxes in 
effect, and the result would somewhat complicate the in- 
dividual return. 

This proposal is somewhat reminiscent of provisions 
of the Revenue Act of 1934. Under this act the tax on 
capital gains ranged from 100 per cent in the case of as- 
sets held less than one year down to 30 per cent for assets 
held more than ten years. The Eccles proposal differs in 
that the rates do not decline quite as rapidly as under 
the 1934 act, and in that the penalty tax would be levied 
only on gains resulting from sales of assets purchased 
after a set date, January 1, 1945. 

This proposal is not discussed here because of any he- 
lief that it is likely to be enacted into law as presented. 
If enacted into law as presented, it might yield an end 
result opposite to that intended. But inflation control is 
deservedly popular. The fact that inflation is a result of 
fundamental forces (largely related to the war) and can- 
not be controlled merely by controlling its symptoms may 
not deter tax changes in the name of inflation control.** 

It might be supposed that it will be evident to those 
responsible for tax legislation that this specific proposal 
would not accomplish the end sought and indeed might 
achieve an end result opposite to that sought. Neverthe- 
less, it may be that, partially as a result of this proposal 
and a desire to “do something about speculation,” a 
change will be made in the holding period required to es- 
tablish long-term gains and losses. 

If long-term gains and losses were redefined as those 
resulting from sales of capital assets held for more than 
eighteen months and short-term gains and losses were 
redefined as those resulting from sales of capital assets 
held for eighteen months or less, the essential ends sought 
by the Eccles proposal would be achieved.*® Speculation 
for the short term would be retarded but without the 
complications inherent in the Eccles plan. 

It is entirely possible, therefore, that the holding period 
for long-term gains and losses may be changed from the 
present six months to perhaps eighteen months. Such a 
change would not involve any fundamental change in the 
basic theory of capital-gains taxation. Since the Congress 
has shown an increasing reluctance to make tax changes 
retroactive, it is unlikely that such a change would be ap- 
plicable to the current year. 


88 Taxes, of course, are an instrument of inflationary control. 
But this proposed penalty tax is not designed to raise revenue, and 
the more effective the tax the less it would yield. It is therefore, 
not a deterrent to inflation on the ground merely that it is a tax. 

89 But it is probable that the immediate effect of such a change 
would be a rise in capital values rather than a decline, since the 
owners of assets held for less than eighteen months would be al- 
most prohibited from selling but buying pressure would be little 
diminished. 





It is estimated that, after making the outlays necessary 
to change over to intended postwar operations, West 
Coast manufacturers as a group expect to need about 
780,000 employees in an ordinary year of good business 
conditions, or 40 per cent more than in 1939. Compared 
with 1943, the postwar estimate represents a decrease of 
51 per cent. 





APPLIED PSYCHOLOGY AND 
LABOR GRIEVANCES 


(Continued from page 1) 
C. Seniority, discharge, etc.: 


(1) Loss of seniority. Cause: The worker feels that: 
He has been unfairly deprived of seniority. 


(2) Calculation of seniority. Cause: The worker 
feels that: He hasn’t received all the seniority due him. 


(3) Interpretation of seniority. CausE: The worker 
feels that : Clause in contract has been unfairly interpret- 
ed by company (clauses often vague). 


(4) Disciplinary discharge or layoff. Cause: The 
worker feels that: He has been penalized unfairly or at 
least too severely. Company wanted to get rid of him any- 
way for union activity or other reason. 


(5) Promotions. Cause: The worker feels that: 
Seniority clauses have been violated. Company wouldn't 
promote him because of union activity. He doesn’t have 
chance to advance himself. 


(6) Transfers to other departments or shifts. CAUSE: 
The worker feels that: He has had more than his share 
of dirty work or graveyard shifts. 


D. General working conditions: 


(1) Safety and health. Cause: The worker feels that: 
Toilet facilities are inadequate. Dampness, noise, fumes, 
and other unpleasant or unsafe conditions could be cor- 
rected. He dvesn’t have enough time for personal needs. 


(2) Miscellaneous. Cause: The worker feels that: 
He has to lose too much time waiting for materials. Over- 
time is unnecessary. He is being unfairly denied employ- 
ment release (certificate of availability). Lunchroom 
facilities are inadequate. 


E.. Collective bargaining: 

(1) Violations of contract. Cause: The worker feels 
that : Company is stalling or putting obstacles in the way 
of grievance settlements. Company won’t give supervis- 
ors authority to grant any concessions. Company has dis- 
regarded precedents and agreed-upon interpretations. 


Company fails to discipline supervisors where disciplin- 
ary action 1s necessary and has been promised. 


(2) Interpretation of contract. Cause: See (1) above. 
(3) Settlement of grievances. Cause: See (1) above. 


II. MANAGEMENT COMPLAINTS AND 
COMMON CAUSES* 


A. Dissatisfaction with individual worker: 


(1) Complaints concerning discipline. Cause: Disre- 
gard of plant rules. Disregard of supervisor’s orders. 
Disregard of safety regulations. Repeated tardiness or 
absenteeism. General irresponsibility. 


(2) Complaints concerning work. Cause: Soldiering 
on job. Slowing down for time studies. Poor work. 





* Typical examples listed without reference to frequency. 
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HANDLING WORKERS’ COMPLAINTS AND GRIEVANCES 








Benefits Resulting 
Tom 
Right Way 


Right Wey 


Wrong Way 





Steps 


Key Points 


Steps 


Key Points 


Losses Resulting From 
Wrong Way 


Try Out Performance 





A. You will always 
have harmony in your 
department 


Develop 
ability in 
handling 
grievances 


a. Study tactics 
b. Practice these 


Handle 
grievances 
hit or miss 


a. Take insufficient time 
b. Ignore grievances 


Men under you = not 
respect you—petty griev- 
ances will brew into 
major complaints 


Attitude: How is this 

method of handling 

py going to 
elp you? 





B. Person will feel that 
you are interested in 
him and will re 

you for this—you will 
have made the first 

in the development of 
the t of relationship 
needed to handle com- 
plaints satisfactorily 


1. Listen to 
his story 


a. Stay calm and cool 

b. Put him at ease 

c. Give him all the time he 
needs 


d. Show him that you are 
interested in his story 


1. Inter- 
rupt him 


a. Argue with him 
b. Question him 

c. Show impatience 
d. Act bored 





C. sring him Jown toa 
——— level—-have 
time to think yourself 


a. Use questions that 
require no answer 


b. Assure him you see his 
viewpoint 


c. Speak slowly 


a. By attempting to reason 
with him 

b. By asking him questions 
to get facts 


You will get the worker 
more emotionally upset— 
fail to get the facts— 

get into heated arguments 


Step 1: What is the 
first thing you are going 
to do? 

Key Point: What are 


the four 8s you 
remember while doing 
this? 











D. Be able to send him 
away satisfied that he 
has had a fair hear- — 
ing—nip grievances in 
the budding stage 


3. Do 
something 
about the 
grievance 


a. Starting with benefits, 
= him to get more 
acts 


b. Starting with benefits, 
give answer or set definite 
time for answer 


c. If employee wants to go 


3. Evade 
the issue 


a. By failing to give an 
answer when you can 
b. By failing to tell him 


he is wrong when this is 
the case 


c. By the 
Ady - FQ 


You will ups:t his 
emotions even more— 
either defeat objective 
(satisfactory handling 
of grievances) or it will 
take longer to handle 
this satisfactorily 


Step 2: What is the next 
thing you are going to do? 


Key Point: How do you 
get him down to this 
reasoning level? What 
are some of the no-answer 
questions? Why don’t 

we try to reason with 
him here? 





Dissatisfaction continues 
to grow—an undercurrent 
2 created in the whole 

epartment—major 
problems arise 


Step 3: What is the last 
step in this method? 

Key Point: How do you 
do this? What is meant 
by starting with benefits? 


higher, arrange it for him 
and notify your super- 
visor 























B. Collective bargaining: 


(1) Violations of contract. Cause: Company thinks 
that the union: Lacks good faith. ““Cooks up” complaints. 
Fails to obtain facts before presenting grievances. Spends 
too much time on grievance work. Won’t give stewards 
authority to make concessions to the company. 


(2) Disputes over interpretation of contract. CAUSE: 
See (1) above. 


(3) Complaints about grievance settlements. CAUSE: 
See (1) above. 


(4) Alleged failure of union to live up to promises. 
Cause: Disregards precedents and agreed-upon inter- 
pretations. Fails to take disciplinary action against union 
member or representative where necessary. 


C. Miscellaneous: 


(1) Questionable methods of soliciting union mem- 
bers. CAUSE: Management’s attitude toward new em- 
ployees misrepresented. 


(2) Union rules conflicting with terms of agreement. 
Cause: Management’s freedom interfered with by the 
passing of restrictive rules in conflict with the agreement. 


(3) Irresponsible charges against management by 
union leaders in press, leaflets, or public speeches. 


III. HANDLING WORKERS’ COMPLAINTS 
AND GRIEVANCES 


A. First, listen to worker's story, but do not get excited. 
Key Points: 
(1) Stay calm and cool. 
(2) Put him at ease. 
(3) Give him all the time he needs. 
(4) Show him that you are interested in his story. 

B. Second, calm the worker and do not get argumenta- 
tive. Key Points: 


(1) Use questions that require no answer. Examples: 
“That so?” “You did?” “Wrong?” “They did?” “Too 
heavy ?” 

(2) Assure him you see his viewpoint by statements 
such as: “I understand your viewpoint.” “That is a nat- 
ural way to look at things. “That is an important point.” 
“You have a point there.” 


(3) Speak slowly. 


C. Third, do something about the grievance, but do not 
make hasty decisions. Sometimes it makes a good im- 
pression and it has psychological effects, if you ask 
for time to consider your decision. Kry Points: 


(1) If necessary, starting with benefits, question him 
to get more facts. 
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(2) Starting with benefits, give answer or set definite 
time for answer. 


(3) If employee wants to go higher, arrange it for 
him and notify your superior. 


IV. TYPICAL GRIEVANCE PROCEDURE 
FOR SMALL FACTORIES 





Union Employer 
Representative Representative 


~~ 


-— 2 


One 








resentative of 
Employer 
(Foreman) 














Firm 
Owner or 
anager) 


Union — 
Representative 
(Business Agent) 














takes up 
grievance with 











| Arbitration by Impartial Chairman | 

















UNIVERSITY OF OREGON STUDIES 
IN BUSINESS AND ECONOMICS 


These may be obtained from the Bureau of Business Research. 
(There is no charge where no price is shown.) 


RECENT PUBLICATIONS 


BALLAINE, WesLEY C., Anticipated Postwar Private 
Employment and Nonpublic Expenditures in Lane 
County, Oregon. Aug. 1944. Price: 15 cents. 


BALLAINE, WESLEY C., Outlook for Forest Products In- 
dustries in Lane County. Oct. 1944. Mimeographed. 
BALLAINE, WESLEY C., Unemployment Compensation in 

Oregon: A Survey. Mar. 1944. 25 cents. 


CRUMBAKER, CALVIN, Transportation and Politics. A 
Study of the Long-and-Short-Haul Policies of Con- 
gress and the Interstate Commerce Commission. U.O. 
Monographs, Studies in Economics No. 1. June 1940. 
Price : $1.25. 


DANIEL, Epwarp G., A Survey of Consumer Opinion in 
Regard to the Eugene Retail Grocery Market. 1942. 
Mimeographed. 


DANIEL, Epwarp G., Federal Finance, Prices and Pub- 
lic Welfare. May 1944. Price: 25 cents. 


DANIEL, Epwarp G., Financing the Defense Program. 
_ Dec. 1941. Price: 25 cents. 


DANIEL, Epwarp G., Life-Insurance Sales in the Pa- 
cific Coast States. 1923-1942. July 1943. Price: 25 
cents. 


DANIEL, Epwarp G., Price Control. July 1942. Price: 25 
cents. 


Gitsert, J. H., Tax Systems of Australasia. U.O. 
- Monographs. Studies in Economics No. 2. Mar. 1943. 
Price: $1.25. 


EARLIER PUBLICATIONS 


BurreEw, O. K., The Behavior of Bond Prices in Major 
Business Cycles. U.O. Pub., Business Administration 
Series, v. II, n. 6. May 1932. 


BurRELL, O. K., Financial and Operating Standards for 
Oregon Retail Concerns. U.O. Pub., Business Admin- 
istration Series, v. I, n. 2. Oct. 1929. 


Burreui, O. K., Forecasting Fluctuations in Demand 
for Douglas Fir Luinber. U.O. Pub., Business Admin- 
istration Series, v. II, n. 2. Jan. 1931. 


Burret, O. K., An Industrial Audit of Oregon. U.O. 
an Business Administration Series, v. I, n. 6. July 


BurRELL, O. K., The Operating Costs of Master Plumb- 
ers in 1929, May 1930. Mimeographed. 


BurRELL, O. K., A Study of the Operating Costs of Mas- 
ter Plumbers in Oregon, 1928. May 1929. Mimeo- 
graphed. 


Columbia River Valley Traffic Survey. U.O. Pub., Busi- 
ness Administration Series, v. II, n. 3. Mar. 1931. 


FowLerR, WILLIAM A., Overseas Markets for Oregon 
and Washington Dried Prunes. U.O. Pub., Business 
Administration Series, v. I, n. 1. June 1929. 


Fow er, WiiuiAM A., Portland’s Share in Export Traf- 
fic from North Central United States to Trans-Pacific 
Markets. U.O. Pub., Business Administration Series, 
v.[I,n.7. Aug. 1930. 


FowLer, WILLIAM A. (assisted by Ronatp H. Ros- 
NETT), Oregon Hardwood Industries. U.O. Pub., 
Business Administration, v. I, n. 4. Dec. 1929. 


HapiEéy, Crausin D., Wage Payment Plans Used by 
Oregon Manufacturers. U.O. Pub., Business Admin- 
istration Series, v. II, n. 5. Apr. 1932. 


Hawkins, Harry C. (assisted by LoweELt ANGELL), 
Survey of Foreign Trade Activities of Oregon Manu- 
facturers. U.O. Pub., Business Administration Series, 
v. II, n. 4. June 1931. 

Import Traffic Through Atlantic and Gulf Ports of Se- 
lected Far Eastern Commodities. July 1928. Mimeo- 
graphed. 

Industrial Directory of Oregon. U.O. Bul., ns., v. XIV, 
n. 17 [by error numbered n. 12]. Aug. 1917. 


Lomax, ALFRED L., The Facilities, Commerce and Re- 
sources of Oregon's Coast Ports. U.O. Pub., Business 
Administration Series, v. II, n. 7. June 1932. 


Lomax, ALFRED L. and VAN GUILDER, THEODORE N., 
Marketing and Manufacturing Factors in Oregon’s 
Flar Industry. U.O. Pub., Business Administration 
Series, v. II, n. 1. Dec. 1930. 


LomMAx, ALFRED L,. and VAN GUILDER, THEODORE N., 
Oregon's Exportable Surplus. U.O. Pub., Business 
Administration Series, v. I, n. 5. Mar. 1930. 


MASTERSON, Iver WILLIS, A History of Consumer's Co- 
operatives in Oregon Prior to 1900. U.O. Thesis Se- 
ries No. 8. June 1938. Mimeographed. Price: 25 cents. 

Moser, Ear, L., Comparison of Municipal Borrowing 
Rates in Oregon with Other States. U.O. Pub., Busi- 
ness Administration Series, v. I, n. 3. Nov. 1929. 

Oregon’s Share in American Export Traffic to Trans- 
Pacific Destination. Apr. 1930. Mimeographed. 

Special Inducements to Industry Location in Oregon. 
1936. Mimeographed. 


Veneers, Plywood, and Doors Exported from the Pa- 
cific Coast. Nov. 1928. Mimeographed. 
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BANK DEBITS 


Bank debits t the dollar value of checks drawn against individual bank deposits. Approximately 90 per cent of all ae | pro and 
is paid for “4s Bank debits are regarded as indicators of the general trend of business. The Bureau of Business Research melons baa 
from 89 banks “end branches monthly. On occasion, the totals for the same month in different issues of the Review are not directiy comparable 
of necessary adjustments in basic data. 








Debits Feb. ~_—e 
February 1944 Jan. 1945 
$617,318,553 —14.4% 


460,226,978 


ed with 
llial 5% 1944 


—6.5% 


Number of 
Banks 

Marketing Districts Reporting 
Oreg 88 $577,445,845 $674,543,287 


pate en ween, Hillsboro, Oregon City, etc.) 25 421,051,352 479,320,154 
Valley (Salem, McMinnville, etc.)... 3 39,077,960 45,665,413 
— Willamette Valley (Albany, Corvallis, Eugene, ete. 4 We ons 42,( 
North Sag oe Coast (Astoria, Tillamook, etc.) 11,7 7 
omens, oos Bay 
Upper Colum 
pper 
Pendleton area 
Central Oregon (Bend, Prineville, Redmond) 
Klamath Falls, Lakeview area 
, La Grande area 
Burns, Ontario, Nyssa 
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February 1945 January 1945 
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RETAIL SALES 


The sales of a state-wide sample of 443 independent retail stores, collected by the Bureau of the Census, gives an indication of trading activity 
and retail distribution. These figures are often interpreted as indicating purchasing power. 
BY MARKETING AREAS 


Feb. sales compared with 
Jan. 1945 Feb. 1944 


—6.8% +7.5% 
—7.6 


BY TYPE OF OUTLET 


Feb. sales compared wit 
Jan. 1945 Feb. eee 


+7.5% 
+1 +o 


Oregon 


Portland 
Lower Willamette Valley 
Upper ne ee Vamey 


Douglas, Coos Bay -; 


Toner Coluntie River 
Pendleton 
Central 
Klamath Fa 
Baker, La 


Burns, Ontario 


Oregon 
eoyreent stores 


Food stores 
Eating and drinking establishments 
Drug stores 
Apparel stores 
otor-vehicle dealers 
Furniture, household, radio 
Lumber, building, hardware 
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BUILDING PERMITS 


Building permits give an indication of building operations planned rather than actual construction under way. Care must be taken, in in 
‘these data, to allow for the lag which may elapse between the issuance of the permit and the beginning of actual construction. The data have been 
lected by Bureau of Business Research. 


New New Additions, Alterations 
Residential Nonresidential & Repairs 
Feb. 1945 Feb. 1945 Feb. 1945 
$ 4,500 $ 20,000 
2,250 


Total 
Feb. 1944 


$ 200,000 
8,255 


Total 
Jan. 1945 


$ 25,690 $ 25,690 
7,135 tee 


Total 
Feb. 1945 



























































28 other 
T $165,300 
* No report. 








LUMBER PRODUCTION 


The West Coast Lumbermen’s Association reports that 
the February 1945 weekly average of lumber production in 
western Oregon and western Washington was 149,063,000 
board feet, an increase of 1.3 per cent over the previous month 
and a decrease of 9.1 per cent over the same month a year ago. 
The weekly average for January 1945 was 147,214,000 board 
feet, and for February 1944, 163,921,000 board feet. 


COMMERCIAL FAILURES 


Dun and Bradstreet report that there were no commercial 
failures in Oregon in February 1945. This compares with two 





17,330 
$501,577 


550 
150 
4,000 
95,543 
54,745 


1,700 
21,120 
900 


24,625 
19,721 
ee 1 200 

’ 439,325 
94,211 
168,025 
$1,012,599 


1,000 
105,165 
$974,479 


$307,602 $1,364,504 


failures in January 1945 with liabilities of $6,000, and one fail- 
ure in February 1944 with liabilities of $2,000. 


LIFE-INSURANCE SALES 


Ordinary life-insurance sales in Oregon for February 1945 
were $6,823,000, which is an increase of 7.1 per cent over the 
previous month, and an increase of 15.0 per cent over the same 
month a year ago. Sales in the United States decreased 0.9 
per cent over the previous month, and increased 6.0 per cent over 
February 1944. Life-insurance sales data are related to the finan- 
cial conditions of individuals and particularly businessmen, 
because life-insurance contracts are a form of savings. 











